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Abstract 
Mutual funds have become increasingly attractive for Romanian investors despite of the critical financial environment 
caused by the recent crisis. Studies on risk-adjusted performance show that regardless of the amazing explosion in total 
assets most of these entities don’t add value and are unable to generate superior risk-adjusted returns. Using panel data 
methodology this paper tries to assess the relationship between past performance, market size and equity fund flows and 
finds evidence that past performance has a significant positive influence on the current capital flow of Romanian equity 
funds. 
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1. Introduction 
In Romania there is limited tradition of private investment in stocks and mutual funds. Unfortunately the 
mutual fund industry has been several times distressed by tremendous frauds corroborated with lack of 
supervision. Yet the market for these vehicles has developed rapidly since 2000. Nevertheless it still lays 
behind the funds markets of developed European market not to mention the US market which is the leader of 
this industry. Most of the studies on mutual funds are concentrated on the US market due to the available 
historical data, the diversity of funds and the proficiency in managing these vehicles. 
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Mutual funds are designed to fulfill investors’ needs and to answer to investors risk aversion. According to 
their strategy four main categories of funds are trying to respond to investors’ demands in terms of expected 
returns and risk: equity funds, balanced funds, bond funds and money market funds.  
Despite this assortment of investment alternatives not enough is understood about the incentives of these 
vehicles, that is, what are the determinants of investor’s preferences towards one entity or another. Mutual 
funds pool resources together and take advantage of the scale economies and risk diversification.  
Research related to mutual funds focuses on three directions: performance measurement trying to assess 
whether active investment strategy ads value, performance persistence trying to assess the impact of past 
performance on future ones and determinants of past performance such as fees, flows, size, investment style and 
so on.  
The main outcome of  the analysis in the finance literature is that the majority of mutual funds have not been 
able to perform better than the benchmarks. The traditional evaluation models have a number of shortcomings 
connected to their use. Empirical evidence performed by Fama and French (1996), Cahart (1997), Chen et all 
(2000) lay doubt on the adequacy of a single index model in explaining mutual funds returns. Moreover, the 
traditional performance evaluation models aren’t conceived to incorporate transaction costs and management 
fees and most studies investigate funds performance without considering transaction costs. Sirri and Tufano 
(1998) show evidence that investors in equity portfolios are sensitive to entry commissions. Mutual funds with 
high commissions are characterized by reduced inflows in comparison to mutual funds with similar 
performance but smaller commissions charged.  
Recent studies tried to assess mutual funds performance using variables like size, book-to-market, age, fund 
flows and past performance. Kothari and Warner (2001) found that performance measures used in previous 
studies fail in assessing abnormal mutual fund performance especially when the fund’s style characteristics 
differ from those of the value-weighted market portfolio. They propose a event-study procedures to analyze 
fund’s stock trades in such cases.  Sapp and Tiwari (2004) focus on the selection ability of mutual fund 
investors. They show that smart money effect is explained by the stock return momentum phenomenon and that 
investors select funds that were recent winners. 
Bergstresser and Poterba (2002) investigate the impact of unrealized gains as well as recent capital gain 
distributions on inflows show that funds with significant capital gain distributions and heavily-taxed dividends 
are less attractive to investors than funds with similar pretax returns and lower tax charges. 
2. Performance indicators of Romanian mutual funds 
The period between 2005 and 2007 is considered to be a boom period of financial investment worldwide. In 
Romania the young mutual funds industry registered a significant growth as a consequence of a safer and more 
stable investment environment after the regulations imposed by the supervising organisms CNVM in 2004. An 
important contribution to the increasing trust in these investment vehicles is related to the entrance in the 
mutual fund industry of many well known and reliable bank institutions. During the crisis there was an 
insignificant decrease in the volume of the mutual funds global portfolio assets which recovered quickly 
starting to 2009.  
The tables below present the evolution of the mutual funds global portfolio during 2005-2012. 
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Table 1. Performance indicators of mutual funds global portfolio 
Indicators  2005 2006 2007 2008 2009 2010 2011 2012 
Number of 
funds  
23 32 40 52 51 57 61 63 
Total assets 
(mil. lei)  
339,12 633,201 954,261 940,708 3.350,36 5.488,07 6.936,60 8811,3 
ǻ7$     -     
Number of 
investors  
70.978 78.380 82.458 90.694 164.446 221.862 233.907 241.368 
Net assets per 
investor (lei)  
4777,82 8078,6 11572,7 10372,3 20373,6 24736,4 29657,5 36505,6 
ǻ1$,   69,  -     
Global portfolio holding period returns during 2005-2012 was computed and compared to the annual 
inflation rate and annual return of the market index. 
Table 2. Global portfolio holding period returns during 2005-2012 
Year   2005 2006 2007 2008 2009 2010 2011 2012 
Inflation rate          
BET Index     -   -  
 Global 
portfolio HPR  
   -   -2  
In average the global mutual funds portfolio did not manage to beat the market in terms of HPR except for 
the year 2008 and 2011.  
During the crisis a massive transfer of flows occurred from equity and balanced funds towards money 
market and esSHFLDOO\ERQGIXQGV%DODQFHGIXQGVKDYHGUDPDWLFDOO\GHFUHDVHG LQPDUNHWVKDUHIURPLQ
WRLQ 
Table 3. Performance indicators of balanced funds between 2005-2012 
Indicators  2005 2006 2007 2008 2009 2010 2011 2012 
Market 
share  
                
Number of 
funds 
7  11  15  18  17  23  24  23  
Total assets 
(mil. lei) 
108,22  239,72  343,57  202,12  257,49  293,98  244,121  263,2  
ǻ7$       -      -  7,8  
Number of 
investors 
45.900  49.540  51.364  48.816  47.001  52.689  51.737  51.281  
Net assets 
per investor 
(lei)  
2.358  4.839  6.689  4.140  5.478  5.579  4.718  5.132  
ǻ1$,        -      -    
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A similar phenomenon characterized the equity funds industry which has decreased in terms of market share 
IURPLQWRLQ,QERWKIXQGVFDWHJRULHVHTXLW\DQGEDODQFHGIXQGVORVWDERXW
half of the volume of assets under management.   
Table 4. Performance indicators of equity funds between 2005-2012 
Indicators  2005 2006 2007 2008 2009 2010 2011 2012 
Market 
share  
                
Number of 
funds 
8 12 14 11 9 14 16 16 
Total assets 
(mil. lei) 
72,280  204,283  398,536  137,234  243,372  225,185  455,411  500,968  
ǻ7$ -      -    -      
Number of 
investors 
11.860  15.417  17.606  16.027  15.887  12.318  11.889  11.671  
Net assets 
per investor 
(lei)  
6094,43  13250,5  22636,37  8562,67  15318,94  18280,97  38305,24  42924,17  
ǻ1$,
  
-      -          
In comparison to the previous fund categories, the table below presents performance indicators of Romanian 
bond funds during 2005-2012.  
The data shows a decrease in the market share in the period 2005-2007 in favor of equity and balanced 
funds.  During the crisis, the unstable behavior of the stock market caused important assets relocation s. Even 
risk-seeking investors preferred to place their capital in safer vehicles such as bank deposits, treasury 
certificates, money market and bond funds. The rapid growth of bond funds culminates in 2012 when they hold 
almost half of the global mutual funds industry.  
Table 5. Performance indicators of bond funds between 2005-2012 
Indicators  2005 2006 2007 2008 2009 2010 2011 2012 
Market 
share  
                
Number of 
funds 
6 7 7 9 9 5 7 8 
Total assets 
(mil. lei) 
50,608  61,285  53,115  240,778  731,963  953,596  2310,826  4998,824  
ǻ7$ -    -            
Number of 
investors 
8.437  9.038  9.215  13.968  28.708  36.156  45.075  110.411  
Net assets 
per investor 
(lei)  
5998,34  6780,81  5763,97  17237,83  25496,83  26374,49  51266,24  45274,69  
ǻ1$,
  
-    -          -  
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7KHLQFUHDVHLQWKHYROXPHRIDVVHWVXQGHUPDQDJHPHQWLVUHPDUNDEOH$IWHUDQLQFUHDVHRILQ
ERQGIXQGV¶WRWDODVVHWVLQFUHDVHDJDLQZLWKLQ 
3. Empirical evidence on Romanian equity funds’ determinants 
The price of a mutual fund certificate is determined by the net asset value computed by dividing the total 
value of assets under management to the number of outstanding certificates. 
Mutual funds monthly returns are computed as a growth ratio of the fund’s unit net assets value: 
1
1

 
NAVt
NAVtNAVtRt          (1) 
Alpha coefficients measure the additional monthly excess returns generated by a fund in relation to the 
expected return of the benchmark. We used the BET index as a proxy for the market portfolio. The data is the 
series of monthly returns of surviving Romanian equity funds during 2005-2012. 
We used panel data analysis in order to assess the alpha coefficients over the analyzed period. We run two 
regressions in order to estimate the average beta as a measure of the portfolio’s systematic risk and Jensen’s 
alpha. 
RFUNDi,t  Įȕ RMKt İi,t         (2) 
RFUNDi,t-Rf,t  Įȕ (RMKt – Rf,tİi,t       (3) 
The results show evidence on significant beta coefficient and negative non-significant alphas. 
Table 6. Measuring equity funds performance through Jensen’s alphas 
EQUITY FUNDS PANEL 
 
Method: Panel EGLS 
Dependent  
 variable  
Independant variable Coef Į 
(prob) 
Coef ȕ 
(prob) 
R2 
(Adjusted R2) 
Fund 
Return 
 
BET Index 
-0.00000017 
(0.9940) 
0.527*** 
(0.000) 
0.489 
(0.483) 
Exces  
Fund Return 
Exces Market Return -0.003271 
(0.1544) 
0.532*** 
(0.000) 
0.494 
(0.488) 
An alternative performance measure is Sharpe’s ratio (1966) which assesses fund performance in excess 
over the risk-free rate per unit of total risk measured by the variance of portfolio returns.  It is an adequate 
performance evaluation method for well-diversified portfolios. It is based on the existent relationship between 
the expected return of a well diversified portfolio and its risk. 
m
fmP
fP
RRE
RRE
V
V ))((
)(

 
       (4)
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For efficient portfolios positioned on the capital market line (CML) the relation may be rewritten as follows: 
m
fm
p
fp RRRR
VV
 

         (5)
 
It shows that in case of a well diversified portfolio, at equilibrium the risk premium per unit of total risk 
should equal the risk premium of the market portfolio per unit of systematic risk.   
Sharpe’s ratio corresponds to the right term of the above relation: 
)( p
fp
p R
RR
RS
V

 
          (6) 
A positive value of the Sharpe ratio indicates that the slope of the line passing through Rf and the risk-return 
coordinates of the portfolio under analysis, is superior to the slope of the CML indicating a successful active 
investment strategy. 
We used Sharpe ratio as a measure of fund performance. The following regressions were run in order to 
explain the flow-performance relationship. 
FLOWi,t = Įȕ1 Sharpei,t-1 İi,t        (7) 
FLOWi,t = Įȕ1 Sharpei,t-1ȕ2 FLOWi,t-1İi,t      (8) 
FLOWi,t = Įȕ1 Sharpei,t-1ȕ2 FLOWI,t-1 ȕ3 SIZEi,t İi,t     (9) 
The net flow is defined as the change in total net assets minus appreciation. 
)1(1
i
t
i
t
i
t
i
t RTNATNAFlow u 
       (10)
 
The results show that past risk-adjusted performance is an important factor influencing investment decision. 
The size of the fund measured by total assets under management has a negative impact on investors’ choices 
which can be explained by the massive migration of assets from equity funds to safer entities as bond and 
money market funds during the recent crisis. 
The following table present regressions results using panel EGLS methodology. 
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Table 7. Measuring equity funds performance through Jensen’s alphas 
EQUITY FUNDS PANEL 
Method: Panel EGLS  
Model 1  Model 2  Model 3  
Dependent  
 variable  
Independant variables  Coef  
(prob)  
Coef  
(prob)  
Coef  
(prob)  
 
FLOWt  
INTERCEPT 0.0221*** 
(0.000)  
0.0165*** 
(0.000) 
0.1344***  
(0.001)  
SHARPEt-1 0.0573***  
(0.000)  
0.0542*** 
(0.000) 
0.0543***  
(0.000)  
FLOWt-1  0.2412*** 
(0.000) 
0.2353***  
(0.000) 
SIZEt    -0.0172*** 
(0.006) 
R-squared  0.313 0.452 0.4756  
Adj R-squared  0.305 0.445 0.4676  
4. Conclusions 
Despite of the critical financial environment caused by the recent crisis, mutual funds have become 
increasingly attractive for Romanian investors. Studies on risk-adjusted performance found evidence that 
equity funds managers are unable to beat the benchmarks against which they are evaluated. Regardless of the 
amazing explosion in total assets most of these entities don’t add value and are unable to generate superior risk-
adjusted returns. Based on panel data methodology this paper tried to assess the fund flows-performance 
relationship of Romanian equity funds during 2005-2012. Past performance was measured using the Sharpe 
ratio and was found to have a positive impact on equity fund flows. The size of the fund measured by total 
assets under management was found to have a negative impact on funds flows, meanwhile there is evidence of 
short-term assets flows persistence. 
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